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KEY ECONOMIC INDICATORS: MEXICO 
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GDP at Current Prices 
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Per Capita GDP, Current, Dollars 
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Industrial Production (1970=100) 
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Data are for first half of 1980 except where otherwise indicated. 
Figures in parentheses refer to sector's share of GDP in 1979. 
Figures do not include in-bond assembly industry trade. 
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revaluation of gold reserves already held by Mexico. 
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SUMMARY 


Mexico's economic boom, based on its oil wealth, continued into 
1980 and is likely to be prolonged into 1981. The Lopez Portillo 
Administration views exploitation of the petroleum reserves as a 
means for maintaining a high rate of economic growth that will 

lead to a high rate of job creation. The goal is to reduce, over 
time, Mexico's unemployment and underemployment levels to the norms 
prevailing in the more advanced industrial countries and to lead to 
a more equitable distribution of national income. 


The expansion of petroleum output has impacted on economic growth 
in two significant aspects. First is that, while the petroleum 
sector accounts for only 6 percent of the gross domestic product 
(GDP), its rapid growth (15 percent annually over the past 4 years) 
has spilled out into other sectors of the economy. Second, and 
probably more significant, oil has reduced the external constraint 
on economic growth. Oil export revenues have increased from half 

a billion dollars in 1976 to over $10 billion in 1980. This has 
enabled imports of goods and services to increase threefold (in 
current dollars) from 1976 to 1980. Part of this increase has been 
financed not by exports but by continued foreign borrowing. Mex- 
ico's deficit on current account transactions in balance of pay- 
ments has increased in the past several years. While oil is the 
most visible growth sector, public sector spending increases in 
other sectors have been an important stimulant to economic activity. 


Mexico's rapid economic growth has strained the country's resources 
and creates bottlenecks that are limiting the country's growth 
capacity. The rapid increase in public sector spending, coupled 
with the various constraints on supply, has caused Mexico's rate 
of inflation to increase. Inflation has introduced distortions in 
the price system, which in turn are affecting investment and eco- 
nomic activity. There is also concern as to how the Government 
will deal with the problem of a widening differential between the 
rates of inflatidn in Mexico and the United States. The peso/dol- 
lar exchange rate, which had been quite stable since early 1977, 
began to change in 1980, with the peso depreciating against the 
dollar, albeit very slightly. 


The Government has set a goal of a high rate of economic growth-- 
7.5 to 8 percent--in 1981, hoping that this will lead to the crea- 
tion of 750,000 jobs. The Lopez Portillo Administration has given 
top priority to job creation, which it views as more important 
than reducing the rate of inflation. The proposed 1981 public 
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sector budget calls for spending on current and capital accounts 
at a rate 38 percent above the estimated spending levels in 1980, 
implying a real increase in public sector spending of roughly 10 
percent. The Government's inflation objective is a rate slightly 
below the 1980 rate. The sectors receiving the largest increases 
in spending from 1980 to 1981 are the rural and transportation 
sectors. The latter constitutes the more severe bottleneck to 
achieving a high rate of economic growth, and the former has suf- 
fered from a low or negative rate of growth for a number of years, 
which, together with the crippling drought of the last 2 years, 
has resulted in considerably higher requirements for imported 
foodstuffs. The petroleum sector will probably have the highest 
growth rate this year, once again, but may take a declining share 
of total resources. A new key growth sector is that of producing 
"basic products"; i.e., those goods that make up an important part 
of the market basket for lower income groups. This sector has 
been allocated new tax incentives. 


CURRENT ECONOMIC SITUATION AND TRENDS 


High Levels of Economic Activity Continue in 1980 


Mexico's GDP was expected to grow around 7 percent from 1979 to 
1980, compared to 8 percent in the previous period. This perform- 
ance continued Mexico's impressive economic gains for the third 
straight year, but at a cost of substantial inflationary pressures. 
The slightly lower growth rate reflects persistent bottlenecks in 
the transportation sector, shortages of skilled labor and several 
key commodities, and higher interest rates for borrowers. The 
electrical power shortages in June and July of 1980 also had a 
negative impact on production. A key factor in maintaining a high 
economic growth rate has been substantially higher levels of pub- 
lic sector spending. Continued increases in private investment 
are also important. In the first half of 1980, public sector 
spending was 60 percent above the level of a year earlier. Invest- 
ment spending by the public sector in the first half of 1980 was 
52.4 percent above that for the first half of 1979. These trends 
should have continued into the second half of 1980, with public 
sector spending for the year at least 50 percent above that of 
1979 levels. This implies an increase in real terms of at least 
15 percent. Priority sectors for 1980 public sector investment 
were 44 percent to the industrial sector (37 percent of which was 
accounted for by energy), 16 percent to agriculture and forestry, 
15 percent for transportation and communications, and 10 percent 
for public welfare. 
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Rising private sector investment reflects continued confidence in 
the economy and was expected to reach a record $20 billion in 
1980, or just over half of the projected total new investment in 
fixed assets for the year as a whole. 


Petroleum and Petrochemical Sectors Lead Growth 


Reacting to the increased aggregate demand, output rose in most 
sectors of the economy, with the industrial sector leading the 
way. The industrial production index for the first 6 months of 
1980 was 8 percent above that of the same period of 1979. Output 
in the manufacturing sector, which accounts for 72 percent of the 
industrial production index, rose by 5.6 percent. Growth in agri- 
cultural output lagged again in 1980, and this sector has become 
the focus of a major Government effort to increase productivity 
and production. 


The petroleum sector once again was the leading growth sector, 
with output in the first half of 1980 up 18 percent above that of 
the first half of 1979. Extraction of crude petroleum rose 31 
percent, and natural gas production was up by 23 percent. Mexico 
became the world's fifth largest oil producer, with crude oil out- 
put averaging over 2 million barrels a day (mbd) and exports aver- 
aging over 750 mbd during the first half of 1980. 


Petroleos Mexicanos (PEMEX) drilled 63 exploratory wells in the 
first 8 months of 1980, of which over half were productive. Major 
new fields worked in the period included Cardenas, the Chicontepec 
Basin, and six new offshore facilities in the Sound of Campeche. 
Crude oil production, which averaged 2.3 mbd in September, may have 
reached a level between 2.4 and 2.5 mbd by the end of 1980. It is 
expected that Mexico's previously announced oil platform of 2.7 

mbd will be reached during the first half of 1981. The President's 
announcement on September 1, 1980, of an increase in the level of 
proven reserves to 60.1 billion barrels and the rising need for 

oil exports to develop the economy suggests that Mexico will seek 
and maintain an installed capacity capable of capitalizing on its 
oil wealth. PEMEX planned foreign purchases of about $1.8 billion 
in 1980. Historically, a large percent of the procurements of 
PEMEX originates in the United States, and the company maintains 
purchasing offices in Houston and New York. 


Mexico announced in November 1980 a national energy plan with 
goals for 1990 and projections for the year 2000. The goals and 
priorities established in the plan are to (1) export petroleum 
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only insofar as the country can productively absorb resources 
from abroad; (2) attempt to increase the value-added content of 
petroleum exports; (3) use the export of petroleum to diversify 
Mexico's foreign trading partners; (4) take advantage of petro- 
leum sales to absorb modern technology, develop more rapidly the 
production of capital goods, obtain access to new markets abroad 
for manufactured goods, and obtain better terms of financing; and 
(5) cooperate with other countries in the development and supply 
of petroleum and in the exploitation of local sources of energy. 
For the decade of the eighties, the plan proposed an export limit 
of 1.5 mbd of petroleum and 300 million cubic feet of gas. In 
keeping with a more general goal to diversify foreign trade, Mex- 
ico will try to avoid allowing more than 50 percent of its hydro- 
carbon exports to go to any one country. 


Production in the petrochemical sector rose 15 percent from the 
first half of 1979 to the first half of 1980. Shortages of basic 
petrochemicals were countered by imports and thus did not impact 
on secondary petrochemical production. 


Up 8.5 percent in the first half of 1980, mining output surpassed 
the annual growth rate of the sector for the past 6 years. The 
growth was entirely attributable to a 60-percent increase in cop- 
per production, principally from the new La Caridad open pit fa- 
cility. Production in all other areas, including gold and silver, 
declined. Output of precious metals was inhibited by a 40-percent 
tax on windfall profits that was in effect during most of 1980. 


The output of the construction sector was up 11.9 percent in the 
first half of 1980, reflecting continued increases in public and 
private spending. This should have been one of the fastest grow- 
ing sectors in the economy in 1980. 


The manufacturing sector led Mexico's growth for most of the post- 
World War II period. Its growth rate slipped relative to that of 
petroleum and Government services in the 1970's, but it will re- 
main a priority sector for Mexico's growth in the rest of this 
century. The national industrial development plan (NIDP) focuses 
on this sector and gives emphasis, through various tax incentives, 
to small- and medium-sized companies and to the production of cap- 
ital goods. The former have a priority status because they tend 
to be more labor-intensive than large firms. The latter's prior- 
ity status reflects the Government's concern that Mexico is exces- 
sively dependent on imports to meet the demand for capital equip- 
ment. The transportation equipment industry will be one of the 
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fastest growing in the manufacturing sector. All the automobile 
firms operating in Mexico have announced major investments to be 
undertaken over the next several years. The projects will supply 
both the domestic market and foreign markets. 


Automobile production in the first 7 months of 1980 was 8.5 per- 
cent above that in the same period of 1979. This lower rate of 
increase was due in part to strikes. Truck production in the 
period from January to July 1980 was 25.3 percent above that for 
the same period in 1979. 


Agriculture will continue to receive large infusions of Government 
funds, as it has since the early 1970's. Through the Mexican food 
system (SAM), the Government is launching an intersectorial pro- 
gram to link food production with its distribution and consumption. 
Among the SAM goals is self-sufficiency in the production of basic 
grains. Unfortunately, increased spending on agriculture has not 
shown up in production increases. Negative real growth was ex- 
pected in this sector in 1980, making large-scale imports of food- 
stuffs necessary. In January 1980, the U.S. and Mexican Govern- 
ments agreed on a supply/purchase commitment, which was subse- 
quently amended to cover some 7.3 million tons of basic agricul- 
tural commodities. A new agreement for 1981 provides for an 
initial coverage of 6.1 to 8.1 million tons. The value of U.S. 
agricultural exports to Mexico in fiscal year 1980 exceeded $2 
billion. It may have reached $3 billion in calendar year 1980. 
Based on the fiscal year total, Mexico is the third largest agri- 
cultural customer of the United States. 


The fishing sector continues to grow, almost meeting the goals 
laid down in the 1977 national fisheries development plan. Mexico 
has decided to raise its original fleet goal of 8,000 fishing ves- 
sels during the period of the plan (1977-82) to 13,000. At least 
half this total will have to come from abroad, which will present 
Significant trade opportunities for U.S. firms, especially those 
with plans for joint ventures. In July 1980, as a result of Mex- 
ico's seizure and fining of six U.S. tuna vessels, the United 
States embargoed Mexican tuna imports indefinitely. As Mexico 
traditionally exports about half its tuna catch to the United 
States, the effect of the embargo could be serious unless alter- 
native markets, including increased domestic sales, are developed. 


Electrical energy output was expected to grow by at least 9 per- 
cent in 1980, the average growth rate for the past decade. The 
Federal Electricity Commission is investing over $1.5 billion 
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annually to double Mexico's generating capacity every 6 years. 
Most of the larger equipment items have to be imported, and the 
power market is attractive for U.S. suppliers of many items. 


Inflation Is on the Rise 


Mexico is confronting serious inflationary pressures as demand, 
fueled by both public and private sector spending, continues to 
outstrip supply. The Consumer Price Index increased 26.5 percent 
during the first 11 months of 1980, the largest such increase in 
10 years. The December-to-December increase was expected to be at 
least 28 percent. While the introduction of a value-added tax on 
January 1, 1980, added to the upward price trend, a more serious 
problem lies in internal structural constraints as evidenced by 
transportation bottlenecks and production shortages created as the 
country pursues high levels of economic growth. President Lopez 
Portillo, in his September 1 state of the nation address, also 
cited additional factors such as the time required for the invest- 
ment projects to produce returns and changes in public sector 
prices and rates that were made to lower the cost of subsidies. 


An expansionary monetary policy has also contributed to inflation- 
ary pressures. For 1980 as a whole, the increase in the money 
supply was expected to exceed 30 percent. Dollarization also con- 
tinues to be a problem, although high rates of interest paid on 
peso-denominated deposits have moderated the flow of pesos into 
foreign currency instruments. The key factor in pushing up the 
money supply has been central bank credit to the Government. 
Another contributing factor has been the increase in the central 
bank's international reserves. 


Wage Settlements Remain Moderate Relative to Price Increases 


Organized labor in Mexico claims over 4 million members out of a 
labor force of about 19 million. In the industrial sector more 
than 90 percent of the production workers in establishments of 
over 25 employees are organized. There has been little change in 
the occurrence and duration of labor strikes in 1980 compared with 
1979. However, wages for minimum-wage workers and some skilled 
workers continue to fall below rates of inflation with a loss in 
real purchasing power for the fourth straight year. Current or- 
ganized labor wage settlements, while considerably higher than 
those negotiated in 1979, still are not high enough to match the 
cost-of-living index, which by November 1980 was 28.7 percent over 
that of the November 1979 figure. The average wage increase 
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negotiated since the beginning of 1980 has gone up only a few per- 
cent, from 21.5 to 25. Fringe benefits, which at times are rising 
faster than actual wages, are an additional source of labor costs 
to businesses. 


Mexican Government policy in dealing with inflation is focused on 
increasing the supply of goods and services rather than constrain- 
ing demand. In a recent reiteration of this policy, President 
Lopez Portillo stated that Mexico "need not again resort to the so- 
called solution of fighting inflation by putting a damper on the 
economy and basic demand. This has been a nightmare for countries 
with low standards of living, and the cause of even greater social 
maladjustments. I refuse to accept that prospect for Mexico. Let 
us show the world that there are other solutions. We are going to 
use them." 


Balance of Payments Reflects the Pressures of Growth 


The more rapid increase in demand for goods and services than in 
domestic economic output not only aggravated inflationary pres- 
sures but also spilled over into external accounts. In the first 
half of 1980, the deficit on current account transactions in the 
balance of payments was $2.1 billion, 18 percent above the deficit 
for the first half of 1979. This reflected a rapid rise in public 
and private demand for industrial and agricultural imports, a de- 
clining surplus in services such as tourism, and higher interest 
costs on the external debt. The increased domestic demand, which 
diverted production otherwise available for export, combined with 
the relative rates of inflation in the United States and Mexico, 
resulted in a decrease (in terms of current dollars) of 0.8 per- 
cent in Mexico's nonpetroleum (including gas and derivatives) 
merchandise exports from the first half of 1979 to the same period 
in 1980. Imports of capital goods rose 49 percent from the first 
half of 1979 to the first half of 1980, and consumer goods jumped 
116 percent during the same time period. Imports of agricultural 
products rose 86 percent, while exports in the same category fell 
0.7 percent. Mexico's $157 million surplus in agricultural trade 
in the first half of 1980 is likely to disappear. 


While revenues from tourism, border transactions, and other ser- 
vices increased from the first half of 1979 to the first half of 
1980, outlays increased at a faster rate, resulting in a lower 
surplus. A key factor in the widening of the current account 
deficit from the first half of 1979 to the first half of 1980 was 
the 55 percent increase in net factor payments abroad, to $2.1 
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billion. This increase was partly the result of the higher inter- 
est rates on Mexico's external debt, which amounted to roughly $41 
billion at mid-1980. Of this amount, public sector external in- 
debtedness was $32 billion. Mexico's current account deficit in 
the first half of 1980 was financed by net private capital inflows 
of $672 million and public sector net borrowing of $1.9 billion. 


Despite a tripling in the value of oil and natural gas exports for 
the first 6 months of 1980 and expected revenue of $10 to $11 bil- 
lion for 1980 as a whole, Mexico's deficit on current account trans- 
actions was expected to exceed $6 billion. 


In light of the upsurge in imports and the poor performance of manu- 
factured exports, the Mexican Government reimposed licensing on 
several consumer luxury items and steel products. The Mexican Gov- 
ernment is also studying additional ways to stimulate exports, es- 
pecially manufactured exports, to promote a more balanced and bet- 
ter structured foreign trade sector. 


The 1980-82 Global Development Plan Consolidates 
Mexico's Planning Efforts 


The Mexican Government's economic growth strategy and political 


philosophy are embodied in the global development plan (PGD) pub- 
lished in April 1980. The PGD coordinates objectives and policies 
in 13 different sectoral areas including the national industrial 
development plan, the Mexican food supply system, the national em- 
ployment plan, and the recently published national energy plan. Of 
particular significance is the emphasis placed on continued high 
growth as the means of achieving Mexico's employment objective, 
which is the overriding goal. The PGD envisages the use of Gov- 
ernment spending as the major instrument, with oil policy the 
basic lever, to attain high economic growth rates. Mexico's oil 
wealth will be used to finance the expansion and decentralization 
of its industrial base and increase agricultural output so that, as 
0il supplies dwindle, the economy will be able to support domestic 
needs and generate manufactured exports to replace the current 
dependence on crude oil and derivatives, which accounted for 64 
percent of Mexico's merchandise exports in the first half of 1980. 
In this regard, the PGD establishes a basic framework for the use 
of oil revenues through 1982, when President Lopez Portillo's term 
of office will end. PEMEX is scheduled to receive 32 percent of 
the anticipated $40 billion in oil and natural gas export earnings 
through 1982 for reinvestment. The remainder will be divided 
among priority sectors as follows: 25 percent for agriculture, 
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stock-raising, and rural development; 24 percent to the social sec- 
tor with a high proportion to go to education; 20 percent to com- 
munications and transportation; 16 percent to the industrial sector 
(excluding PEMEX) investment; and 15 percent to support investment 
programs of the State and local governments and municipalities. 


Employment Gains Are a Key Objective 


Mexico's national employment plan and the PGD call for the creation 
of 2.2 million jobs in the 1980-82 period, an average annual inter- 
est of 4.2 percent. With population rising at 2.9 percent per year, 
this allows for only modest reductions in unemployment. The Mexican 
Government realizes that reducing underemployment is a long-term 
objective. Shortages of skilled labor, which could impact nega- 
tively on planned levels of economic growth, are reported. Govern- 
ment efforts and resources are increasingly directed toward both 
elementary and adult education as well as technical and vocational 
training. This long-term investment in Mexico's future underscores 
the commitment of the Lopez Portillo Administration to a long-run 
development strategy. It also indicates recognition of Mexico's 
serious underemployment problem. 


Lopez Portillo Administration Emphasizes Planning 


The PGD outlines economic policy objectives for the last 2 years of 
President Lopez Portillo's Administration. These include, in addi- 
tion to the employment objective, an average economic growth rate 
of 8 percent, a declining rate of inflation, and a declining cur- 
rent account deficit. The PGD is not meant to be a straitjacket, 
but rather an indication of what Mexico's planners believe the 
country can achieve. Undoubtedly, there will be changes in these 
objectives over the course of 1981 and 1982. For example, infla- 
tion has become a more intractable problem in Mexico just as in its 
neighbor to the north. Likewise, pressures on Government to solve 
serious social problems through spending have increased as a by- 
product of the country's oil wealth. 


In 1981, Mexico intends to continue policies aimed at maintaining a 
high economic growth rate while trying to alleviate inflationary 
pressures. The balance-of-payment situation will depend in part 

on Government decisions on oil production levels as well as oil 
price levels. The Government is unlikely to change its policy of 
dealing with. inflation by acting largely on the supply side. The 
Government's economic growth target for 1981 is 7.5 to 8 percent. 
Petroleum will once more be a key growth sector, at least on a 
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year-to-year basis. However, petroleum output may level off some- 
time in the first half of 1981, if the Government maintains the 
ceiling on production of 2.7 mbd. Output in the petrochemical, 
construction, and electricity sectors should grow at rates somewhat 
above the average growth rate. Output of manufactures is likely to 
lag behind the average growth rate, though by very little. Bottle- 
necks will continue to be a constraint on economic growth in spite 
of efforts to alleviate problems in such key areas as transporta- 
tion. Likewise, skilled labor will be in short supply. This could 
add to upward pressure on wages. 


Inflation will remain a serious problem in 1981. Price increases 
May run at levels exceeding those of 1980, though the Government's 
objective is to reduce somewhat the rate of inflation. The Govern- 
recently authorized increases in some petroleum products, but de- 
cided to maintain the price of regular gasoline and diesel fuel at 
current levels. This Government is committed to maintaining inter- 
nal industrial petroleum and diesel fuel prices below world levels; 
the national energy plan states that these products should average 
70 percent of world price. Other internal petroleum prices are to 
approach world levels within a decade, thereby adding to infla- 
tionary pressures. Wage increases in 1981 are likely to run at 
higher levels than in 1980, adding to cost-push pressures on prices. 
Monetary policy for 1981 may be somewhat less expansionary than in 
the past several years. Much depends on actual public sector spend- 
ing levels, revenues, and the resulting deficit. The proposed 
public sector budget for 1981 calls for outlays on current and 
capital accounts at a rate 38 percent above estimated expenditures 
in 1980. While the price deflator used in drawing up the 1981 
budget is not known, the size of the increase implies that expendi- 
tures are likely to increase at least 8 to 10 percent in real terms. 


Mexico's balance-of-payment situation, as measured by transactions 
on current account, is unlikely to improve in 1981. Imports will 
continue to grow, but by how much is difficult to predict. The 
rapid increase in imports beginning in 1978 has surprised many eco- 
nomic forecasters, but there is no indication that the relationship 
between economic growth and imports will change in 1981. In addi- 
tion to the demand for imports resulting from a growing economy, 
Mexico is likely to require substantial imports of foodstuffs once 
again. In early December 1980, the U.S. and Mexican Governments 
signed an agreement providing for the purchase of a minimum of 6.15 
million tons of U.S. agricultural products in 1981, chiefly sorghum, 
corn, soybeans, and wheat. These sales will be made through normal 
commercial channels. On the export side, oil revenues will be up 
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substantially, but the amount depends on what happens to interna- 
tional prices and domestic production, which is determined by the 
Government. Areas relating to the balance of payments that will 
merit careful attention in 1981 include the Government's policy on 
trade liberalization and the exchange system. U.S. and Mexican 
Government officials maintain close working relations on trade 
policy matters through the Trade Working Group of the Consultative 
Mechanism. Regarding the exchange system, Mexico has pursued a 
policy of maintaining a stable exchange rate since early 1977. 
There are no exchange controls on the peso. While the central bank 
has stated that it intends to follow a policy that would avert any 
brusque changes in the exchange rate, it has never committed itself 
to a fixed rate. The peso depreciated against the dollar during 
1980. 


IMPLICATIONS FOR THE UNITED STATES 


Mexico will continue to be an attractive market for U.S. exporters, 
and there will be strong increases in demand for capital goods and 
high technology equipment over the next several years. The U.S. 
supplier has enjoyed a traditional advantage in the Mexican market 
due to proximity and to the large number of U.S. processes employed 
in Mexican industry. However, the news of Mexico's oil wealth and 
economic boom has led to vigorous marketing offensives from Japan, 
Germany, France, Canada, and Brazil, among others. 


Areas with good potential for the U.S. exporter include mining 
equipment; machine tools; computers and peripherals; electronic in- 
struments, components, and production equipment (not consumer elec- 
tronic goods); communications equipment; and automotive equipment. 
The Government's declared intention to give agriculture more em- 
phasis should mean a growing market for imported agricultural 
equipment as well as commodities. 


The U.S. direct investor will continue to be welcomed by Mexico on 
a selective basis. Except in areas where prohibited, foreigners 
can hold up to 49 percent of the equity of a firm with only minor 
conditions. Exceptions to this rule can be granted, but these are 
made oniy sparingly and usually when the foreign investment offers 
advanced technology, significant job creation, increased exports, 
or reduced imports. . Foreign direct investment is recognized as 
necessary to meet the country's industrial development objectives. 


The U.S. Department of Commerce offers a full range of commercial 
services in Mexico through the Commercial Section of the Embassy 
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and the staff of the U.S. Trade Center, which houses the finest 
exhibition facilities in Mexico City. Exhibitions to be held at 
the Trade Center in coming months include the following: 


Solar Energy (sponsored by the U.S. Department of Energy), 
April 28-30 


Automotive Servicing Equipment, June 23-26 


Electronic Industry Production and Test Equipment, 
August 11-14. 


Part or all of the Trade Center facilities may be rented at reason- 
able rates by U.S. firms for private exhibitions or seminars with a 
minimum of customs problems. Contact the U.S. Department of Com- 
merce for further information. 


* U. S. GOVERNMENT PRINTING OFFICE: 1981—341-007/393 
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TRAVEL with Overseas Business Reports 
(OBRs)—60 a year—to get detailed information on 
overseas trade and investment conditions and 
opportunities. 


SEE the OBR Marketing In series for information 
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